. \! e-‘/'ﬂ * I r ¥
%/»-— g./{‘ e ;‘J‘,v N
] " % dar
Fi gfi‘% %
£ PR IS g B e, g g 5 S §
4] é &§ g u%g ¥ Em:ﬂs"’{‘m"é B Bsurpues 2 3
e g i § FHE G ™ Vo & 3 e B ]
N R A N T - A
OF Tt UNEsy =4
R

T

Will Federal Assistance To
California Be Affected By
Proposition 137

With Colorodo Funding Dalo

roeffect that Fropovtion 13 sell hyve o
the amount of Foderas fongde 1ot o toemag
eereees il e o) LR Ul Taxen § oy
Frderal, Brate and ool gereenssants Taaeye
alrang ate (1) oCs! Dudgeliy O g £
wiee made nd the State surg'uy ol 030 e
waiwving 0f Jerlae Federsl gt rengaere g

Federal guliays 10 {oloreto s i’ yoa
1977 are inciudest s g repoet

o

GGir T O

AVGURT 0 et



;

Y BN AT N SRR S RO N
Wﬂw@ﬁ Cathi b WG A
3

A

S

LS,

—

»

§

A ARG o B
PR

23

o

it

<r » ‘& nqk ‘SM‘NT u .w
R G Y



e s

Lo

| s
e ¥

v

wer

L rew oAy

CTRNTUEGGLLE GRNE GG, 4 T i TN FTATER
Wopdesnneds PRy S

|

-

Bedhi8%

Tre Honsrshie Piewd B, Hae

d -r«ﬁ@'gﬁ
fmpted Hipgiag Senate
Shi gy

Zenstar Haekells

Ps youf lettes of Juise 32,
wrdlydie of Propoaition L3°s
Grd Dytiayd.

4.9

§2%8, you gngr+ sted an
sert an Fede, sl revenueg
Fou sapsessed contein about thy effect of
& and jorel taw €@bwf§ﬁ@ﬁq an forsulée Yrant growsong.
i addition, yop toduested &f ansglyars of Lbe ppeut OR
Podetal forenusd,

Facavsy we are doirg 3 giniise
tatswes Gleosrn

study {ar keﬂr@ﬁ
Aedereasn sfd Jim Licyd, snd for ¢he ﬁ?kav
foress deiegaieen sy fofce o Fropaguitaion 23, yaur
#E8if airesd ¢hat oul fernri to thenm wall f@ﬁﬁk%& vour
§esrin & %u $% was alzg aviecd that (oicrade’s fimcel yeae
1997 dutiays would be bfcludesd in thie 2¢y4f& L0 POY.
Tre pepact 57 ?s@pﬁaﬁigfﬁ 1) onm Pederal ZTumisp
torsieed By Talifofn.s wii. depemd wedn alLiong ftakew
Ly e Fedetal., %

gnta end Iomgl government, The level
¢f Federal grant outisys will depend lacgely s local
TLEsrGEant Dudgeltssy deciniont, on ugss nade of the
Riaty murplus.

and on the waiving of cettsain Federsl
34 2 fodsdfenenhtn.

&

e dolilar tepsct on Catifornis will be ungertain
untfl the {eactive woves 0f The parties involved 2r1e
krceen. Doy pepordl Sovrs, however, anelvie niteslionsg

Fere state ard {orel erpenditute
affert ¥

""rzuamsﬁﬂu couid
fedoral grang owtiayse 3o Lali

fornus snd Colorade,
gnd rrdicates atess of prageble rmpsct.

™



B-24628%

Similar reporte are being fent today Y0 PrOredPiativesn
Apderson snd Lloyd., &4 sgreed with your office, we flan
to distribute copies of this repost Lo SppIopriste Svnate
and House Conmittessg; the Jirector, CFiice of Hansgement
and Budget; and heade of depertments and sewcivn dirrenly
invelved., We will muke copies aveilanle to cthers upon

Comptroller Gerneral
of the Unjted Braies




oo

3
5.
i
¥
W
3

.

[ il

3

2 AT

H

it T
B

e LY,

et i o e S D

PSS

PO

& & om ¥ o ®m % 3

P G D SHE L rathe W B 7

LHLPTEY

) FE et o g (e

Brops 2f [ewviey

i

Z RAEY

CHIND A%Y ¥AIUTRLANCE O TESORET
BELCVIRIREYTS B

Hateking seduif sfents

LTy

s ames Gf ofEare

FERERAE CURPESIATION AuD FIANTIA
PRl ninG
Fodor £] CORPREATLAN DIGOFARE
Feodey 2l foimila progrens

SERECTY ©% FRUZRLL REVENJES

fiteut Yedeizl revenue effsre

Congeting Shteny fovenus ¢fired
@E peopet 2 ReR Suthengeneial

ar ks

{éfﬁﬁﬁﬁ 2 pr gl PBudasy ¥ fare
web rRpte bk

Popatement o ghe
s=EItaste

imd ot Feder

Carclosian

MEeye

i

WE ¥

¥

2t tevepue sfferng

[
s
B w0 |

Bah N
&5 et Aoy

Lan



o
*@.xmé

SRR,

5

b G

5

it

SRR



CHAPTE" ]

> g era e i >

[NTRODUCTION

- aor e o

l

20 June 6, 1818, Californiay texpayers voted overvhel-

gingly for & congval utsaﬂai szendeent e jimit S.ate and
lfecal taxstion. Provoxstion 13, pasgked by twoetrifdn wote,
Prvgty rogley tax to ! percent of rarked value sfter suly 1,
76, limits aaseysnent 2acresnss $0 2 peroent Zanually, and

BELEH CULrent craperty values on snfegewents &g of Riron }
19%%.  In sddstion, Croposstion 3 reqoires that any State
taE tnoreateg L spproved Lo oa tuo-thizds vote 00 e LTafg
segiglature and vhat nee local lazen Le strioved By 8 twoe
thepds vore of "guaisfied electore.”™
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Fropervy taz revenuen of loaval covernnents will decl . ar
By an gutinsgred $7 Diliion snnually a8 & reduil of Firpaw
Sstran 10, o offsey Lotw fevenus losy, the 5%92@ wsii

dsedfihete [fon L secumylateds surptee 5.1 1,18
the frposl year beginning Jduly 1, 1978, The Prapon zss@w LTS
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spe sl g Gecedaged.  Tha H PRfnged o F
atiays Drobably befd wilh satching nA IOt er e
foTuildnents 2esScigted with Feolora
Fatohang tonyiyrosent s indicstes e
Fefegal Covetrorent @3] Pay 2ns (he
Mygntensncr of oifory foagrvsrenent s
LFa gEanten Mainism § erwagfsed
Do el casbide for Fodegal Yoamie, or
to nabigtriazed (o the Frantes’s fwn ang
K rCuesrs Ehae gershine Lod s ntEenaART e O
v fov: trRpee Fedelal 4iant prodiewns §.o
esilsan netioraidy in {vecel wear

EE ]
o

Yoo
£
%
T
gen
kil
5 ey
3
R
e

&«J
L S SR |
m e

LT B L. t’n‘g?; AN .

::n.
4

jortreny

- £l
stanls

3

3
s

-
A s o
ot oat ma

F o
&

By
M
nm

ﬁ
£ ¥

+

¥y

3
-
2

Ll

Tre cornnt nvilsy ie¥pact BEeR 17 3
Tioptans,  Treoer HEMQEGBS feimtoiios HYg
seris Fo¢ pegermgut I08F boogoas TnSeo )

e¥espl o Brale ond Jovdr reszipon, 7T w2 progrcms gie
Mpes gaaed gh Chagipt 7.

m Ee feral Trmpmadglic
4

LR A & BT

T E%opi

tegsr 3iee 5k veded s’ fornsias gee b
brate &% Bhe (080 uTA® whe slattes eypefspduies Nt

A,




R S
q:.n e T

ag & facuor in 3 cating Federal funds. mﬁﬁﬁkk&fﬁﬁgﬂm3 sy e
&r80 gracusded in Chapter 3.

&Y thig time, Proposttion l13'a fapooe on Federal fundg
gosne o Cabsf{crnia cannot b sﬁk&f%ﬁﬁ%ﬁ Dergure Federsl
Sunding in depondent on the actizns of relaltively independent
seiorg. How selivadual locsl rovermments ﬁaﬁ?ﬁ&&@ et al
tevenues will determine whet'wr Federal satgbhaieg and z2sn-
teaance 0f SI8GIt 1@AULIIeRents 318 et and vhethes he arcuny
cf fands f@feaVvé under gose of ke formulo progress will bw
affecred., The State's disteibution of 5118 Dudget guepius
could mitiaate 2o0h of the effesy of Proposition L3 whis yosr.
Coatinued it rgsTion ikl dupend reaviiy on the jevels af
figcal @u?ﬁﬁzﬁ the State 36 sbhie Lo grovede L0 1o0hl goverf-
ment e §n future vesrs. Vingaliy, the daciziens of ?waﬂ*&&

gencics fegstding hmiowfﬁ of Iegiar FeguIrenents wa Y affece
the prount of Fedorsl funrds ceceived., The aane holon $True
tor colorado 1§ local spending to degresged,

e sntend o canptor and feview sctiong takend by Poleral,
State andg fewsl Erv&iw cves o euffrtient perfyod of vive o
a0 Al undel standihg of tte sract of ?nﬁ'@ fthan 13 o9
fodeyal fuonds qoing iﬁ Taistorres,  Pegults of @ur R TR E oF Rt
cE{prt will Le the gublect of fulurd teparting.

Yarious entiesias have Leen nade of Lba (H0Teate 1N
Federal tevenurs toaultang feom Propogrrion i1 pramarily due
o feduced praperty tag deductiong on Federyi 1hcone tax
teturng. The wverinus ef2tinsiles and thesr aasouptions are
dinrutzed 3n Chapter §,
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CHAFTER 2

KATCRING AND_MAINTENANCE OF EPFORT LEQUIREHENTS

Parsage af Proposstion 13 has arousod concern that faliy-
f.rnpe may logse Federsl grant funds due to the effect of State
and locsal spepding reductions ob copprliance with matching and
gasntenance of effort reguiremsents. Host Pederal wrant pro-
grang reouire Stse and local goverwnizents o match Federal
funds allocated with a specirfred nonfederal share 33 &
condition for receiving Federsl qgrante.

In addstion, many Federal programs try to assurc that
Federal funds will be used to gsupplement existing State and
loval progeams, and not be used &8s a substitute for existing
Stare snd locsl resources.” To schieve thig purpose, Federal
pEOICSmE can Lncorporate one of both of the following main-
tenance of wifart requirements:

~=Pixed level of effort - requires gréentees £o main-
tain &t least some prior yeer level of spending
for the program asrea, Unless waivers exist, fi1xed
ievel provisions pensiize gréentees for expenditure
reductions regagdless of the circumstances.

-~Nonsupplant - requires that grantees use Federal
funds to supplement, ot to supplant, nonfederal
funds that would otherwise be made available for
the funded progrem in the absence of Federal funds.
Unlike fixed level reguirements, nonsupplant pro-
visions take into account the reasons {or the
grantee's reduction in effort and would not be
enforced where the expenditure reducticn was bona-
fide and not contrived to take 1dvantage of
Federal funds.

1t 1s too early to tell the impact of matching and main-
tenance of effort requirements on Federal funds tc Calafornia
as a result of Proposition 13, or on Federal funds to Colorado
3f a similar tax reduct:ion initiative existed. It is con-
ceivable that, even if large local budget reductions werce
reguired, localities might avolid cutting back federally aided
programs in order to minimize Joss of Federal aid, forcing
disproportionate cuts in services not receiving Federal funds.
An 1n-depth evaluation of the actual impact must await final
iocal decisions on the size and shape of budget reductions
following distribution of the State surplus.

Nevertheless, a comprehensive overview of existing Fed-
eral matching and maintenance of effort requirements and the
degree of discretion Federal officirals have to adjust these



requirements reveals gignificant featuresz of Federal grants
that may have an :mpact on local governments experiencang
budget reductions,

®a attempted to provide this kindg of information in the
chart on the following pages. The chart lists all Federal
grant programs avallable to Stave and local governmente that
{1} exceed 5100 million in total fiscal vear 1978 obligations
and {2} have matching and/or maintenance of effort reguire-
ments. We have excluded Federal grant programs primarily
available for schools of higher education, for research in-
stitutions, and for direct pavments to individuals where State
and local cest sharing is not federally required. For the 52
programs listed, California's State and local governments
received $8.3 billion in fiscal year 1977, which represents
approximately 85 percent of the total Federal grant funds
received. Colorado's State and local governments received
$725 miliion in fiscal year 1977, which represents approxi-
mately 69 percent of the total Federal grant funds received.



Program title

Payments to Agricultural
Experimont Stattons
under HATCLH ACT

Cooperative Extensive
Service

School Breakfast Program

Mational School Lunch
Program

Special %{lk Frogras for
Children (School Milk
Progranm}

Child Care Food Program
Summer Food Service Pro-

qram for Children
{Sumner Program)

Match:ing and Hsinteanance of Fffort Reguirermente

of Federal Proqrame with Jotal Ouslays over $1008 millich

Minimum
fnonfederal Can nonfed-  Matnleonance Hate for Car mOE Sanctions for
CFDA matching zral ahare ol efiort fsxed lavel requiremsent not maintalne
nuaber requirement be reduced? requireeent rovjulrenant be wiived? iny efforg
10.203 50% Ho hone N/A w/A K/A
19.500 50% No Nane H/A HeA 474
10.%51) None N/A Fized level £y 1477 No Total reduc-
for State tion
Admintstra=
tive Coste
10.55% 75% for req~ Yes-1f State Fixed level FY 1977 Yo Total reduc=
ular program per capita for State tion
01 for free incore less rminietra-
lunches than National tive Costa
average
10.556 None N/A Fized level £Y 1517 ne Total reduce
for State tion
Adsinigtra~
tive Costs
10,553 Nong N/A Fixed level Inttial year Ho Tatal redusticn
Hon-gupplant H/A Mo Return aup-
pilanted tundn
10.5%59 None N/A Pieed lovel tnitial yoar o Total rrdustian
Hon-supplant N/A no #eturn sup~

plantad funds

Dutiays to
Califormam
fY 1977
1000}

$ 2,747

5,26}

21,150

133,83%

19,%37

7,459

213,168

Outlayps O
Calurade
£7 1927

(0ees

B 1,38

1,509

840

14,%00

1.2

- e — -
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CFDA
Program title oumber

Minimum
nonfederal
matching
regquirement

Can nonfed-  Haintenange
eral share of effort
be teduced? reguiresent

Banc for
fazed lavel
requitrevont

State Administrative Match- 10,5561
ing Grants for Food Stamp
Prodqran

Watershed Protection and 10.904
Flood Preventien {Small
watershed Program)

Economic Develepment- 11.300
Grants and loans [or
Public Works and De-
velopment Facilities

Public Works Employment Not
Act of 1976 (Title assigned
i-tocal Public Works)

Family flanninrg Projzcte 13,217

Community Health Centers 13,224

{Public Health Service
Act, Sec. 330)

Maternal and (rild Health 13.232
Ssrvices
Drug Abuge Ccmmunity 13,218
Secvice Programs, Drug Grants
Staffing, Dtug Abuse
3etvices
Con~

tracts

50%

502 for most
projects
0% for flood
control

50w

0%

10y

Negotiated

*AT=50%

Incrraging-=
Poverty
areas 10-40%
Mon -poverty
v -40n
Increasing-~
20~4013

Yoa-to 40% None
for favorable
error rats

No None

Yes-for dia- Non-gupplant
rregend areas Of other fede
and cxhausted eoral funds
revenud

soutCes
N/A Non-supplant

Yes-to It None

Drtormined Non2

on case-by-
cage basis

Ho Fixed lewvel
Yes~-ficcal Fizzd lovel
hardship
Agency un- Hon-supplant

cactagn

HAA

N/A

H/A

N/A

N/A
N/A

rY 1968

Prior year

N/

Tan #0®
requireesnt
be valved?

B/A

N/A

N/A
N/A

KG

Ho

tgency un~
ceriain

Sanctions for
0t meintagne
inq effort

MIA

RiA

Roturn gup~
planted funde

Return sup-
planted finds
N/A

N/R

Proportionate
reduction

Propovtionats
reduction

Bakf.own

Qutlzye ta  Gutlays to
Caljtornia Colorads

FY 1927 Fr 1937
19901 1200)

5 25,878 $ 2.8%

7,781 642
7,083 3.104
725,344 12,794
7,987 1,129
20,101 9.6%2
1i.49) 2,478
7,129 1,182
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Program title

School Assistsnce in Frd~
evally Affected Arcas
{impact Aid)

Vocstional Education-
Banic Grants to States

Libraries and ‘earning
flegoyrcen (Title TV)

Educatxoﬁal Innovation
and Support {Title iV)

Emorgency Scheol Atd Act-
sasic Grants to tucal
tducation Agencies

Child Development--Head
Stare

Rehabilitation Services
and Facilities~-~Basic
Support

Sarvices

Facilitierg

Minimun
nonfedecal Can nonfed- Kaintenance fase for Can ®OL Sanctiann for
CPDA matching aral shacee of effort fized levol requirsnent  rGt paintalne
number  requ'renent e _reduced?  voyuirewment  requirswrnht De walved! Ang offert
13.478 None L7 Fixed lagsel Second pra~ Yes froportionate
seeding yr. teduction
13.493 508 No Fired level Precerding Teu-for very Mo reduction
40% in fig.al year cos~ mxoeprionsl
year 13719 pared o circus
second pre~ Stanage
conding Yo, Yea-lor ex~ Propot tionate
%% reduction ceptional reduction
gerkitted circun— )
stances
3 no walver Sotsl teduction
granted
Mon-supplar B/A Ny Poturn sup~
planted funds
13.570 Hane N/A Fized level Sane an Sare o8 Sawn ¢ alove
above for swove for for {ixed kevel
fizné Jovel fized jovel
13.518 None NN Pired level Same as Sozn an Sa%a a3 above
above above
11.525 None N/A ¥iaed level Sacond pre-  Same as Sane g8 above
ceeding yoat above
Hon-sup,rlant N/SA Ho Return amsount
{State an- supplanted
gistancel
131.500 1o0n ' You Boassupplest /8 Ko AGency uncesr-
Tain
13.624
208 No Fiaed lgvel FY 1972 e Proportionate
reduction
200 L3 fixed level #Prior three ] Proporticnate

Y2AT8 average

reduction

Butiays R0
Catatornls
Py Lerd
{gee:

$ 28,544

18,802

ie, 410

16,034

15,6814

32,042

55,996

$utlays o
Colevado
Y O340

[eiid)

218,930

4.208

1,811

2418

[ F ]

5,840

8,380 "~



Program title

Spacisal Prograns for the
Aging-State Agency Activ-
ities and Ares Flanning
{ritle III)

Special Programs for the
Aging-Nutrition Progran
for the Elderly {(Title
Vil

Child Support Enforcement
(Title 1V-D}

Medfcal Assistance Progtam
{Medicatil)

Public Assistance-Main~
tenance Assistance
{SBtate Ald}

Work Incentive Program-
nild Cace (Title (VA}

Soc{al Services for Low
lacoma and Public Assise
tance Raciplients
(Title xxJ

Community Dovelopmont RBlock
Grantsz-Entitliements

Hinimun
nonfedaral Can nonfad- Raintenance Base fox Can ®OE Sanctiong tor
CFDA matching aral ahare of effort fizxed lewel Tequirement not satntaln
number requiremant be reduced? r2Juirenent fequirenont bo wsived? ing glipoel
13.63) 25% Yegs~to 102 Tized lovel Prior year Ho Fropoctionate
where plana raduction
sre approved
13,635 1y Mo None H/A N/A HSA
13.67% 25% He Hone L /A HA
13,714 17-50% NO Hong B/A R/A "R
13,781 17~30% Na Rone n/a N/A NN
or fized
share of
avarage
State
Helfate
payment
13.748 104 No Rona N/A R/A R/A
13,771 25¢ Y2s-to 10% fized level Lewsr of e fithsr totol
! tar Pasily Y 1973 or caduction of
Planning, Fr 1974 36 red ctton
to 01 for
some day
care
14,218 None N/A Fized level Priot year Yes-tor Peforal tunde

¥on-guppiant

tor *public
aarvices”®

H/A

noncontrols
abdle reduc~
tions

o

canrnotl be ysed
for "pubiie
eefwicen®
Roturn sup=
plantod funds
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ik éu» e dmelalaty 88 mavclh, Uhe snsact of metoairg gee
*ﬁ R fs8083l: gisiiesaned local poveraiant e Ayy be
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PEDERAL COMPENSAYION KHD FORRULA FROGRAXS

ORI YN TN TS T

PEDERAL COMPENSATION TROGRAKS

Federal landholdsngs impect on potestial State and local
tan revenues beosess the Federal Governasnt 36 issune from
Semte and local tazettop, 0 compensste Btate and lors!

g nments {of fevenue icgseg regulting fros Fetersl lands
sorthen thesr bounderies, the Congreasn hap aviherized various
paysent piogract. Thene prograns ste componly tefesred Lo
BE *p@y@entﬁwzﬂwzz&uwgfwaam@@.

The COTPensation ie wauslly

:

for a0ty payment, of

—ep gharing tetween Federal and stateSlocsl goveraRenta
of receipis goengraled by wée @f the property, oF

w3ty BROURT 4uual 20 the tawes the. would 1 ¢ boen
cateed (eox the Jarng had st tewzrned n pPrivele
ownel shifr. ’

We sdentifred 212 Fadersl cospennation peograns, of vhich
Colorads ragaived fonds urder §4,  The table on the [ollowsine
page list: the 14 progrewe and the payrents wvade o (0lutado
i 1977, Thy table 1hcliﬂ”§ anly those funds recetved under
the payRentg=in-lieu-~of~-lareq section, tha per acte paywrenis
gsection, Of the gecernt ghating sectyon of the Jaws, It docs
not necersatily tepresent total rroaran funding. A8 shown on
the table, aniy 1 prosras an Colarade, Iopaset Ard, may be
szffected 31f 2 faw initrative sHarilar to Propogition (3
exested, hut rot until J¥EQ, The Izpact Asd Progesm is dise
cursed later in thig chapter.
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Pedera) Compensaticn Programs

in Colorado

Plood Control Act

Bankhead~Jones Farm Tenant Act

rsignated Watersheds

gchool Assistance Lo Federally
Aifected Areas {Impact Ald)}

Feacral Water Power Act

Hineral Leasing Act ’

Minersl leesing on State Selected
Indemnity Lands |

Mineral ieasing Act for Acquired 3
Lands

Hational Wildlife Refuge System
Revenues

Hational Forest Revenues Act

Payment in Licu of Taxes Act

Ginposel of Materigls on Public
Lands §

Sale of Public Domain Land

Taylor Grazing Act

17

1977
payments

t
$ 15,100

105,000
unknown

14,816,000
500

10,622,400

79,000
263,900
7.,483,600
2,200

9,200
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There are 93 Federal programs which distribute money to
State and local governments by formula. Of the different
formulas used under the programs, 32 have grantee expenditures
or tax effort as a factor, 1i.e., a higher level of expenditure
or taxation results in higher Federal assistance. The table
on the following pages lists these 31 programs.

whether these formula programs will be impacted by
Proposition 13 1s difficuvlt to assess. In some programs, for
instance, State expenditures determine the amount of Federal
funds received; while in others, local as well as, State
expenditures control the amount of Federal aid. 1In still
others, the amount of Federal assistance is directly related

to taxing effort.

State spending is a factor in several formula grant pro-
grams. For example, the Gas Pipeline Safety program
authorizes funds to develop and maintain State gas pipeline
safety programs, and the amount of funds receivnd is deter-
mii ed by actual State expenditures. The Cooperation in Forest
Managemens and Processing grant program reimburses States at
50 percent of their expenditures.

These and other programs are awarded to the State and may
not be affected 1f the State continues its prior expenditure
levels. If the State, however, chooses to change the nature
of 1ts expenditures because of Proposition 137s effect on
local governments, then Federal assistance to the State under
these types of formula grant programs may be impacted.

State and local spending is a factor in other formula
grant programs. The formula for the Educationally Depraived
Children-Local Education Adencies program, for example, limits
the local school district's entitlement to the number of eli~-
gible children multiplied by the State and lccal average per
pupil expenditure. Many other education grant programs also
use a per pupil expenditure factor in the formula. The
Educationally Deprived Children-Special Incentive Grants pro-
gram uses total State spending in excess of the National
effort as a factor in determining Federal assistance.

Other programs may be affected because the formulas are
based on taxing effort or on local revenues raised. The
General Revenue Sharing program falls into the prior category
because tax effort 1s a key factor in determining the amount
of Federal funds received. However, becavse the data base
lags by two years, any impact on California's funding will
not be felt until 1980-81. Also, since the program 1is

18



LCFOA Pro-
Jqram No.

13,378

11,512
13.534

13,714
13.771

13,772

13,748

13,679
13.%1

13,724
20.004

20.700
64.014
64,015
64.016
No CFDA
Number
No CFDA
Humbe v

Federal Formula Grant Programs With Granree

Expenditures ad & Factog

Program title

Cooperative forestry Research

Food Stamps

Scnool Beeakfast Program

tionfood Assistance for School
Food Service Proyrams

National School Lunch Program

Special Milk Program for Children

Child Care Food Proijram

Summer Food Service Program for
Chiyldren

State Administrataive Expenses for
Child Nurrition

Cooperative Forest Fire Contvrol

Cooperation in Forest ¥anagement
and Processing

Druqg Abuse Prevention Pormula
Grants

Educationally Deprived Children -
Local tducation Agencies

Educationally bDeprived Children -
Migrants

Fducationally Deprived Chiluren
in State Administered Institu-
tions

Gchoul Assistance in Federally
Affacted Areas - Maintenance
and Operation

tducationally eprived Children -
suectal Inceative

Indian tiducation - Grants to Local
Eigcatiane? laencies

Medical f.sistance Program

Social Services for Low Incore and
Publtc Assistance

Public Asslstance Training Grants =~
Title XX

Work Incentive Program - Child
Care bmployment Related Support
hervice

Canlsd support bEnforcement

Public Ass.stance - Maintenance As-
R1stance {state Asd)

Fublee Assistance = LHtate aml local
‘Tratning

Boating Safety « Fraanct | Assis-
tance

Gas ipeline satety

Veterans State Domiciliary Care

Veterans State Nursing Home Care

Vetarans 3tate Hospital Care

Anti-Recession Uaiscal Assistance

Fiscal Assistance £t State and
Local Goveraments

s

Hational
totals Outlays to Outlays to
vy 1977 Californta Celoradn
funding FY 1977 FY 1977
(040 omitted)
8,212 b3 279 $ 151
5,400,294 379,5R4 51,105
141,577 21,15¢ 640
26,728 L 149 253
1,029,518 133,985 14,700
isu, 411 16,597 1,512
111,323 7,459 1,320
132,893 23,766 54%
13,633 1,162 150
18,494 1,173 350
6,037 126 74
40,000 3,904 437
1,700,489 139,080 14,881
184,338 54,6859 3,454
29,398 1,729 25
745,698 98,546 14,816
29,146 - 148
33,474 4,377 146
9,942,541 1,217,425 76,629
2,455,661 262,060 31,484
46,123 1,197 589
37,196 131,966 1,423
232,4B2 63,998 2,57}
6,490,227 1,005,944 45,496
28,672 3,866 131
3,790 2E4 62
el 52 15
1a, 202 1,107 158
17,6599 1,382 484
1,392 1,686 -
1,698,711} 254,999 9,474
6,757,569} 709,018 73,394



scheduled for reauthorization action in 1%80, any change in
the formula could negate poss:ble funding losses.

The Antirecession Fiscal Assigtance program, which
‘expires in September 1978, may also be affected pecauss the
distribution formula ig based in part on the amount of Federil
revenue sharing funds the State receives. Any decrease in
revenue sharing funds will cause a reduction in antirecession
funds 1f the prcgram is continued without changes. On the
other hand, an increase in Califernia cr Colorade's unemnloy~
menc rate~-vi.ich is also considered in the formula--will
cause an j.uacrease in antirecession funds received.

The amount of Federal funds received under the School
Assistance in Federally Affected Areas - Maintenance and
Operation (Impact Aid) Program, depends on revenues derived
from local sources. Therefore, the State surplus evidently
could not be used by local school districts to offset local
revenue losses. According to @ Federal program official,
however, whether California will experience a reduction in
Federal funding will not be known until 1980 vecause the data
base used to determine revenue-raising efforts lags by 2
years.

20



CHAPTER 4

o L~ < ot sttt e

EPFECT ON FEDERAL REVERULS

Federal income tax law permits amounts paid as prope.ty
**axes to be deducted from income in computing taxable inccre.
Business enteryrises may treat property tax payments &s
business expenses in calculating profits or losses. Qwners
of owner-occupied heusing may include property tax payments
among their itemized deductions. Accordingly, & reduction in
property tax burdens on businesses and individuals will be
offset to a limited extent by an increase in Federal income
tax payments from the same taxpavers, stemming from the
decrease in their allowable deductions. This increase in
Federal tax collections is called here the "direct Federal
revenue effect” of the property tax reduction.

DIRECT FEDERAL REVENUE EFFECT

We have not attempted to make an independent estimate
of the direct Federal revenue effect of Proposition 13.
Instead we have prepared an explanation of the estinites that
others have made, which we present in this section. The two
estimates that we explain are those of the Congressional
Budget Office and the Nenartment of the Treasury.

Ril estimates of the direct Federal revenue effect of
Froposition 13 begin with figures that were publisbed in May
1678 by the Office of the Legislative Analyst of the State
of California. 1In its study of the effects of Proposition 13,
the office estimated that if the amendment were approved,
property tax collections would fall by approximately 57 per-
cent in California in fiscal year 1979%. 1In their analysis,
the authors set forth the sums that various classes of
Californila taxpayers would have paid as property taxes in
1978 if the amendment had failed and the sums they estimate
the same taxpavers will pay following its approval.

COMPUTING DIRECT REVENUE EFFECT_OF PROPERTY

TAX CUTS--GENERAL REMARKS

All methods of calculating the increase in Federal in-
come tax collections from a fall in property tax collections
are basically alike. The fall in property tax collections is
equated to a decrease in income tax deductions. 1In the case
of individuals, the decrease in income tax deductions is
equated to an increase in taxable income. For each indivi-
dual; the product of the increase in his taxable income and
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and his Federal marginal income tax rate is the increase in
the individual's Federa. income tax liabiliity.

The only modification that has to be made stems from the
use by some individuals of the standard desduction in licu of
itemized deductions. Then a decrease in a taxpayer's property
tax payments has no effect on the deductions he claims on his
Federal income tax return and therefore no effect on his
Federal tax liability.

Essentially the same method is followed to calculate the
increase in Federal tax collections from business enterprises,
In the case of businesses, however, a decrease in property
tax payrents may not lead to a permanenc increase in business
profits. It will probably lead to a temporary increase in
profits; but 1f the decrease in property tax payments is
general among all businesses in an area, it i3 to be expected
that at least a part of the increase in profits will be
competed away,. i.e., passed on or "shifted" to customers in
the form of lower prices. To the extent that shifting takes
place, the decrease in property tax collections will not be
matched by an increase in business profits and will not lead
to as large an increase in Federal income tax ccllections
as 1t would tf no shifting occurred.

It 15 i1mportant to understand that all of the estimates
of the direct Federal revenue effect that have appeared ate
based on the unstated but implicit assumption that nu other
cgeductible Ytate or local taxes will be increased to make up
the decline 1n local property taxes. To the extent that
California state income tax rates, for example, ace raised
te offset the fall 1n property tax collections, the effect
of Proposition 13 on Federal income tax collections will be
lessened.

'CONGRESSIONAL_BUDGET OFFICE_ESTIMATES

The only published estimates of the direct Federal
trevenue effects that contain an explanation ¢f how they
were derived are ones that were compiled by the Congres-
storal Eudact Office (CBO). They appear in the (BO publica-
tion “"Froposition 13: Its Impact on the Nation's Economy,
Federal Fevenues, and Federal Expenditures.”

The CBO estimuted that Proposition 13 would have the
direct offect o adding $1,0628 million to Federal income tax
collections 17 Federal {iscal year 1979 and $§1,311 million
in Federal fiscal year 1980. These figures are the svms of
estimates rrepared separately for four clacses of precperty:
{1} cwner-occupied residential housing; (2} renter-occupled
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housing: (3) commercial and industrial property: and (4} agri-
cultural property. Accordingly, the totzl estimates are no
more reliable than the estimates prepared for each individual
class of property. A few rem:rks follow explaining the
assumptions on which these eslimates are based.

Property ‘.ax savings

The CBO uscd the estimates of property tax savinas by
class of proper®y-that were published in HMay 1978 by the
Legiglative Analyst of the Stzte of California. The Legisla-
tive Analyst grouped commercial, industrial, and agricultural
property into one class and published a sinocle estimate of
the tax savings accruing to all property in the class. The
CBO divided the savings between commercial and industrial
propetty, on the one hand, and agriculvural property, on the
other, giving two~thirds of the total savings to the former
and one~third to the latter.

Marginal tax rates

No information is available concerning the marginal
tax rates of various classes of California tazpayvers who
currently claim property tax deductions. CBO analysts were
therefore forced to make educated guesses, based wherever
possible on whatever published information about the charac-
teristics of taxpayers was available. The marginal tax
rates that the CBC assumed for each c¢lass of property owner
are disclosed in the CBO document. A 20 percent tax rate
for the owners of owner-occupied housing was obtained by
assuming that half of them claim the standard deduction
and therefore will pay no additional Federal income tax as
a result of Proposition 13 {as if their marginal rate of
income tax were zero} and the othet half are subject to an
average marginal rate of tax of 40 percent. The owners of
commercilal property were assumed to have a2 marginal income
tax rate of 35 percent and the owners of industrial property
a rate of 40 percent. The CBO assumed that the weighted
average marginal income tax rate for the two was about
37 percent.

Shifting

The CBO assumed that certain portions of the property
tax savings to commercial property owners would be shifted
tc tenants and customers. For example, it was assumed that
in the first vear following the property tax reduction 20
percent of the tax savings to commercial and industrial
enterprises would be passed on to the customers of the
businesses. In the second year and all years thereafter,
45 percent of the savings were assumed to be shifted.
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The shifting values that the CBO analysts assumed are
not implausible, bu% nevertheless are almcst wholly arbitrary,
as the authors of the analysis frankly concede., It is
reasonable to suppose that some portion of the property
tax savings will be shifted to consumers, but nearly impos-
sible to say whether the fraction will be nearer 20 percent,
5¢ percent, or 80 percent. The final estimates of revenue
gain are highly sensitive to the values assumed.

Timing

Because of the dates on which property tax payments are
due in California from individuals an{ businesses, it was
assumed by the CBO that only one-half of the Federal income
tax increase from owners of owner-—occupied housing would be
paid in Federal fiscal year 1979, whereas 75 percent of the
increase from owners-of other classes of property would be
paid 1in Federal fiscal year 1879.

DEPARTMENT OF THE TREASURY ESTIMATE

The estimate by the Treasury Department of the direct
Federal revenue effect of Proposition 13 is rather higher
than that of the CBO. The department estimated that Federal
income tax revenues wight increase by as much as $1.7 billion
during the first year following passage of Proposition 13.
The chief reasons for the higher Treasury dernartment estimate
appear to be the following.

~--Marginal tex rates., The Treasury department evidently
assumed slightly higher marginal tax rates than did
the CBO.

- ~-Shifting. The Treasury Department refrained from
assuming that any part of the property tax savines
attributable to Proposition 13 would be shifted for-
ward to customers.

~-Interrelationships with State income tax. The Treasury
Department attempted to estimate the offsetting effect
on Federal income tax revenuesg of larger California
state income tax payments by taxpayers. The CBO did
not. (Smaller property tax payments by California tax-
pavers normally lead to larger California state income
tax payments by the same taxpayers, since property tcax
payments are a deduction from income for California
state income tax purposes just as they are for Federal
income tax purposes. Since a Federal deduction 1is
allowed for state income tax payments exactly as one
1s allowed for local property tax payments, a part nf
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the decrease in the proparty tax deduction is offsaet
by an increase in the State income tax deﬁustiou.)
The first two differences between the CBO and 1rCasury
Department methods terd to make the Treasury Department's
estimate larger. The third tends to make it smaller.

The estimate prepared by the Treasury Depasrtment has
nowhere been set forth in print. The explanation that
follows is bar=d on discussic~s with the analysts in the
Department who prepared the figures

Although the Treasury Department estimate, like those

P ;
of the CBO, beqgins with the estimated property tax reduction

figures of the California Legislative Analyst, it makes no
use of the brea%down of property tax reductions by class of
property owner. Instead Department analysts assumed that
approximately one~half of property tax reductions would
accrue to corporations in their capacity as owners of com-
mercial property and the other half to individuals as owners
of either commercial property or owner-occupied housing.

On the basis of tax statistics compiled before for other
purposes, the Department estimated that the average marginzl
tax rate among affected corporatiocns would be about 35
percent and the average marginal tax rate among individuals
approximatelyv 24 percent. Neither figure can be compared
with the marginal tax rates assumed by the CBO, since the
CBO's rates were clascified by the characteristics of the
property owner. The 7Treasury Department assumed that the
average marginal California incom. tax rates among these
corporations and individuals were % percent and 8.5 percent
respectively.

INDIRECT FEDER#L_REVENUE ETFECTS

The CBO estimates of the Federal revenue effects of
Proposition 13 also include an allowance for the so-ca:led -
"indirect effects" of the amendment. The estimate of the
Treasury Department dues not. As the CBO document explains,
Proposition 13 1s <capected to lead to a reduction in both
State and local tax and other revenue collections and State
and local public spending. But the reduction in revenue
collections is expected to be greater than the reduction
in spending, in part because the State of Califoruia 1is
currently collecting more revenue than it requires for State
needs and will use some o0f its surplus to assist localities.
Normally the combination of a large decrease in taxes and
a smaller decrease in public spending is expansionary and
could be expected to generate a modest offsetting increase

1n income tax collections. The CBU states, however, that
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the tax cuts following from Proposition 13 will be concen-
trates among commerctial encerprises, & claim supported by
the Legislative Analvst of the State of Califcrnia, and
therefore in the short run will have little stimulative
effect on either consumption or investment. According to
Cs0, the expansionary effect of the tax cut will be more
than offset by the defistionary effect of the smaller cut

in publ:ic spending, and the net result will be an additional
fall in Pederal income tax collections.

The property tax cuts will alsce have a minor zf{fect
in slowing the rise of the Consumer Price Index by lowering
homeowners' costs sliqghtly and reducing the prices of goonds
and services produced by firms that shift part of their tax
savings to consuwmers., The CBO expects this effect to be
deflationary too, without explaining why.

The CBO estimates that these indirect effects on Federal
revenues will amount to an annual decline of about $408
million in Federal income tax collections in fiscal vear 1578
and 1n fiscal year 1980. After (he indirect effects are
added to the airect effects, CBO estimates the net increase
in Federal revenues afttributsble to Propostition 13 at zbout
S600 midlion in fiscal vear 1979 anag $%00 milliorn in fiscal
year 1980,

CONCLUSION

The CBO and Treasury Department ectimates of the direct
Federal revenue effect of Proposition 13 are similar encugh
to suggest that the actuael increment to Federal revenues will
not exceed about $1.5 billion in the first year following
passage of the amendment. It may even be appreciably smaller
1f the indirect Federal revenue effects that the CBO attri~
butes to the amendment materialize. Better estimastes of the
total Federal revenue effect wourld certainly be welcome, but
in the current state of knowledge would be very difficult to
prepare. The estimates are especially sensitive to the
assumptions that are made concerning the shifting of the
property tax saviings, assumptions that at present we have no
way of testing.
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